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This appendix contains the proofs and additional analyses that we mention in paper but

that we decided not to report there to preserve space. The appendix is organized as follows.

e Section A proves that the stock market equilibrium is unique in our model.

e Section B considers the case in which information acquisition by speculators is endoge-

nous.

e Section C extends the model when the types of the unique and the common strategies

are correlated.

e Section D considers the case in which the manager of firm A’s prior belief about the

type of a strategy can be different for the common and the unique strategy.

e Section E considers the case in which all firms simultaneously choose their strategies

at date 1 (“industry equilibrium”).

e Section F derives the cross-sectional predictions mentioned in Section 3.3 and tested

in Section 4.5.

e Section G replicates the results in Table 2 of the paper using four alternative measures
of product differentiation instead of the text-based measure of product differentiation

developed by Hoberg and Phillips (2016).

e Section H replicates the results in Table 2 of the paper for 1,000 placebo samples of
IPO firms, and when we replace IPO firms by firms issuing equity (SEOs) and private
debt.



e Section I replicates the results in Table 2 using a difference-in-differences methodology

as opposed to the baseline specification (17) in the paper.

e Section J replicates the results in Table 3 of the paper using two alternative proxies

for the informativeness of peers’ stock price (7(n,m.)).

e Section K documents a negative association between a firms’ overall degree of product

differentiation and the informativeness of their stock price (corollary 1 of the paper).

A Equilibrium Uniqueness

We show that when firm A chooses the common strategy, the stock market equilibrium given
in Lemma 1 is the unique equilibrium of our model. We omit the analysis of the case in
which firm A chooses the unique strategy (Lemma 2) because the proof that the stock market
equilibrium is unique in this case as well follows exactly the same steps.

Step 1. We first show that, in any equilibrium, informed speculators’ trading strategy
is such that z;;(G) = +1, z;;(B) = —1, and z;;(@) = 0. Let p;(5(S;)) be a speculator’s
estimate of firm j’s payoff when her signal is 5(5.) € {@, G, B}. To shorten notations, let
B(G) =Pr(I* =1|s;, = D, ts, = G) and B(B) =Pr(I* = 1|s,, = @,ts. = G). For incumbent

firms, we have:

,Uj(G) = (7 + (1 - 7>B(G))T(5’67n + 17 G) + (1 - 7)(1 - B(G))T<Scu n, G)? (1)
pi(B) = (L=7)B8(B)r(Se,n+1,B)+ (1 —7)(1 - B(B))r(S.n, B). (2)

As r(S.,n,G) > r(Se,n+1,G) > r(Se,n, B) > r(S.,n+ 1, B) (Assumption A.4), we deduce
from eq.(1) and eq.(2) that u;(G) > p;(B). An uninformed speculator has no informa-
tion about the type of the common strategy. Thus, her valuation for an incumbent firm
must be equal to the unconditional expected payoff of this firm, or, by the Law of Iterated
Expectations: j1;(@) =E(pj) for j € {1,...,n}.

The expected profit of a speculator with signal §(.S..) is:

(i, 5(Se)) = iy < (1 (5(5c)) = E(ja [5(Se)) , for j € {1, ...;n}.



Thus, II;(z;;, @) = 0. Hence, z;; = 0 is optimal if a speculator receives the signal 5(S.) = @.
Equilibrium stock prices must be such that ;(B) < pj2 < p;(G). Otherwise, there would
exist cases in which the market maker of firm j is willing to buy (resp., sell) the asset at
price strictly larger than the largest (smallest) possible valuation of the asset by an informed
speculator. Such transactions would result in an expected loss, violating the condition that

market makers expect zero profit on each transaction in equilibrium. We deduce that:

#(B) < E(pj2[5(5e)) < n(G), (3)

for S. € {G, B}. Thus, in any equilibria, z;;(G) = +1 and z;;(B) = —1 are weakly dominant
strategies for informed speculators and these strategies are strictly dominant if the inequal-
ities in eq.(3) are strict. This must be the case since 7. < 1. Indeed, suppose not (to be
contradicted) and let 7. < 7. be the fraction of informed speculators who trade when they
receive an informative signal. Then, as explained in the text, realizations of orders flows such
—14+ 7. < fmin and frax < 1 — 7. are such that trades are completely uninformative. Thus,
pjo = E(pj2) when —1 4+ 7, < finin and frax < 1 — 7. The probability of this event is not
zero since T, < m. < 1. This implies that there exist realizations of p;, strictly within p(B)
and p(G). Thus, u(B) < E(pj2 [5(S:)) < u(G), is a contradiction. Thus, in any equilibria,
z;;(G) = +1 and z;;(B) = —1 for j € {1, ...,n} are strictly dominant strategies for informed
speculators.

For firm A, one can show in the same way that in any equilibria, z;4(G) = +1 and
zia(B) = —1 is a strictly dominant strategy for informed speculators while z;4(&) = 0
is weakly dominant. The only difference is that the expressions for p,(G) and p;(B) are
different from those given in eq.(1) and eq.(2).

Step 2. In step 1, we have shown that, in any equilibria, it must be the case that informed
speculators buy all stocks (including A) if they learn that the common strategy is good and
sell all stocks if they learn that the common strategy is bad. Moreover, in any equilibria,
speculators who receive no signal optimally do not trade.

It follows that in any equilibria, order flows reveal that the common strategy is good if
fmax > 1 — 7, that it is bad if f;, < —1+ 7., and contain no information if —1 4 7. < fiin
and fpax < 1 — m.. All these events have a strictly positive probability when 0 < 7, < 1.

This feature has implications for equilibrium stock prices. Consider the determination of the
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price in stock A. Any equilibrium prices of stock A when fp.« > 1 — 7. (denoted pfl) must

satisfy Condition (5), i.e.,

Pl = E(Vas(I"(Q3,54), S4) | fmax > 1 — Te),

= (y+ (1 —9y)Pr(I*=1 ‘sm =, pa :pf))(T(Sc,n +1,G)—1),

where, for the second line, we have used the facts that (i) fmax > 1 — 7. reveals that
ts. = G and (ii) therefore, market makers must anticipate that if he has private information,
the manager will implement his strategy. When —1 + 7. < fum and fpa.e < 1 — 7w, any

equilibrium price of stock A (denoted p’) must satisfy (Condition (5) again):

p% = E(VAS(I*(QZinA);SA) | -1 + e < fmin and fmax <1l- 7Tc)7

= Y(r(Se,n+1,G)—=1)/2+ (1 —~)Pr(I* =1 !sm = @, pa :p%))(F(Sc,njL 1)—1),

where, for the second line, we have used the facts that if —1 4+ 7, < fim and fuax < 1 — 7,
then (i) market makers have no information on the type of the common strategy but (ii)
they know that if the manager has no private information, he will base his decision on the
observation that the stock price of firm A is p&/. When fui, < —1 + 7., any equilibrium

price of stock A (denoted p’) must satisfy (Condition (5) again):

pi = E(VA3<I*<Q37SA)7SA) ’ fmin < -1+ TrC))

= (1 - ’y)PI‘([* =1 |5m =J,pa :pﬁ))(T(Smn‘i‘ 1) - 1)7

where, for the second line, we have used the facts that (i) fuin < —1 + 7. reveals that
ts, = B and (ii) therefore, market makers must anticipate that if he has private information,
the manager will not implement his strategy. As 7(S.,n+ 1) — 1 < 0 (Assumption A.3) and
v > 0, we deduce that, in any equilibria, p& > p > p&.

Thus, in any equilibria, there are at least three different realizations for the equilibrium
price, one for each possible range of order flows, i.e., (i) fuax > 1 — 7, (i) =1+ 7 < frin
and fpax < 1 — 7. and (iii) fuin < —1 + 7. There cannot be more realizations. Indeed,
suppose that this is not the case (to be contradicted). This implies that there are at least

two realizations of order flows in the same range that leads to two different prices (e.g.,



for fnax > 1 — 7., there are two different realizations of f,.x that leads to two different
equilibrium stock prices). This is not possible since these two prices have exactly the same
informational content (they reveal in which range are the realizations of the order flows that
lead to these prices) and should therefore lead to exactly the same decisions for the manager
of firm A. As a result, the expected value of firm A must be the same for these two prices
and therefore market makers’ zero profit condition (Condition (5)) imposes that these prices
are identical.

In sum, in any equilibria, there are exactly three possible realizations, p, pl, p% for the
equilibrium stock price of firm A when 0 < 7, < 1, such that pff > p&f > p4. We can proceed
in a similar way to show that in any equilibria, there are exactly three possible realizations
of equilibrium stock prices for incumbent firms and they must be such that pif > p}* > pk.

Step 3. Suppose that the manager does not receive private information at date 3. It
follows from Step 2 that when he observes ps = pff, the manager of firm A can infer that
ts, = G. Thus, I* = 1if py = pfl. If p4 = pY, the manager of firm A can infer that tg, = B.
It follows from A.2 that I* = 0. If py = p, the beliefs of the manager of firm A are equal
to his unconditional beliefs. Hence, A.3 implies that I* = 0.

In sum, in any equilibria, the manager and speculators must behave as described in Parts
1 and 4 of Lemma 1. Moreover, in any equilibria, there are only three possible realizations
for stock prices for each firm when 0 < 7. < 1: (i) one when fyax > 1 — 7, (ii) one when
—1 4+ 7 < fmin and frax < 1 — 7., and (iii) one when fp, < —1 4 7.. These conditions,
combined with Conditions (6) and (5), uniquely pin down equilibrium stock prices for all

firms. Thus, the equilibrium in Lemma 1 is unique.

B Endogenous Information Production.

In this section, we consider the case in which each speculator optimally chooses to acquire
information or not about the type of each strategy. We assume that after observing the
strategy chosen by firm A (between dates 1 and 2), each speculator can choose to acquire
or not a perfect signal about each strategy at cost C. The equilibrium mass of speculators
informed about a given strategy is such that the expected trading profit from private infor-

mation about this strategy, net of the information acquisition cost, is zero. We denote by 7



the fraction of speculators acquiring information about the unique strategy if firm A follows
this strategy (obviously, no speculator buys information about the unique strategy if firm A
chooses the common strategy since there is then no possibility to speculate on the type of
the unique strategy). Similarly, we denote by 7%(n) the fraction of speculators who acquire
information about the common strategy. As claimed in the main text, the next corollary
shows that, in equilibrium, there always exists a value of n large enough such that the stock
price of firm A is more informative (about the type of its strategy) if firm A follows the

common strategy instead of the unique strategy (i.e., T(n,75(n)) > k).

Corollary 3 : Suppose 0 < C' < 5(20. — Y(T(Se,n) —7(Se,n + 1)). In equilibrium, when
n > n*, the stock price of firm A is more informative (about the type of its strategy) if firm
A follows the common strategy instead of the unique strategy (i.e., T(n,m5(n)) > 7 ), where

n* is a threshold defined in the proof of the corollary.

As explained in the proof of this corollary (see below), the condition on C' just guarantees
that, in equilibrium, some investors find optimal to buy information about the common
strategy, i.e., 7i(n) > 0.

Proof.

Case 1. First consider the case in which firm A chooses the common strategy. Consider
a speculator who buys information about this strategy. The expected profit of the speculator
in firm j € {1,...,n} if she learns that the common strategy is good is II;(+1, G) given in
eq.(20). By symmetry, the expected profit of the speculator in firm j € {1, ...,n} if she learns
that the common strategy is bad is II;(—1, B) = II;(+1, G). Thus, the ex-ante expected gross
profit of receiving information about the common strategy and trading on this information

in incumbent firm j is:

T(r) — %Hj(+1,(;)+%nj(_1,3):Hj<+1,G) (4)
= LT (g5, (r(Sm) — (S 4 1), 5)

where the last equality follows from eq.(20).
A speculator who is informed about the type of the common strategy can also use her

information to speculate in the stock market of firm A. If she learns that the common strategy



is good the speculator buys one share of stock A in equilibrium. In this case, the speculator
can make a profit only if the order flow of all firms (including A) does not reveal that the
common strategy is good, that is, if the stock price of firm A is p’,(S.) = v (Se,n+1,G) /2.
This happens with probability (1 —7(n,7.)). In this case, if the manager privately learns the
type of the strategy then he will implement the strategy because it is good. Otherwise the
manager abandons the strategy. Thus, in this case, the speculator’s expected return on her
position is yr(Se, n + 1, G) — p (S.) = yr(Se, n + 1, G) /2. Hence, the speculator’s expected
profit on buying one share of firm A when (i) firm A chooses the common strategy and (ii)

this strategy is good is

TA(+1,G) = (1 — 7(n, 7))y (Seyn + 1,G) /2. (6)

A similar reasoning yields II4(—1, B) = II4(+1, G). Thus, the ex-ante expected gross profit
of receiving information about the common strategy and trading on this information in the

stock market of firm A is:

ﬁA(ﬂ'C) _ (1 — ﬁ(g, Wc))’y (F(SC, n 4+ 1) + 0, — 1).

A speculator who receives information about the common strategy can profitably trade in

all stocks of firms following this strategy. Thus, her total expected profit is:

(n,m.) = n x I(m.) + (7). (7)

It is immediate that ﬁ(n, 7.) decreases with 7. and is equal to zero when 7. = 1. Thus,
there is no equilibrium in which 7% = 1 if C > 0. Moreover, if II(n,0) > C then 7 = 0
cannot be an equilibrium since it would then be optimal for at least one speculator to buy
information on the type of the common strategy. When 0 < C' < II(n,0), the equilibrium
mass of speculators informed about the common strategy, 7*(n), is such that II(n, 7%(n)) = C

so that a speculator is just indifferent between getting information or not. Moreover, this

equation has a unique solution in (0,1) because II(n, 7.) decreases with 7. In this case,



using eq.(5), (6), and (7), we deduce that 7%(n), must be such that:

o 2C
T AT CATE ) R AT VT VA

when firm A chooses the common strategy at date 1 and 0 < C < II(n,0).

Case 2. Now suppose that firm A chooses the unique strategy and consider a speculator
who buys information on the type of this strategy. The ex-ante expected profit of this spec-
ulator can be computed as for a speculator who buys information on the common strategy.
The only difference is that the speculator can only use her information to speculate in the
stock market of firm A (the firm choosing the unique strategy). Following the same steps as
when firm A follows the common strategy, we deduce that the speculator’s expected profit

if she buys information on the unique strategy is:

() = ST (58, 1) + 0~ 1) 9)

Following the same step as in Case 1, we deduce that if C' > T14(0), we have 7 = 0 and if

0 < C < T14(0) then 7* solves IT4(7}) = C, i.e. (using eq.(9)):

o 20
(I=m) = (S 1) + 0y — 1)

(10)

Now, suppose that C' < &2’1“6))(20C — y(F(S.,n) — 7(Se,n + 1)) so that C' < TI(n,0).
This condition implies that 7% > 0 and therefore 7(n, 7*) > 0. If C > [14(0), we have 7% = 0
and then 7(n, 1) > 7 for any n. If C' < I14(0), then 7 and 7 solve eq.(8) and eq.(10),
respectively. We have 7¥ < 7(n,7}) iff (1 —7%) > (1 — 7(n,7})). Using eq.(8) and (10), we

deduce that this is the case if and only if:
Y(r(Su, 1) + 0y — 1) < n(20, — Y(F(Se,n) = T7(Se,n+ 1)) + ¥(F(Se, n + 1) + 0. — 1), (11)

i.e., if and only if n > n* where:

* 7(F(SU7 1) B F(‘Sm n -+ 1) + 0y — Uc)
(200 = y(F(Se, ) = T(Se,n + 1))




C Correlated Strategies

In this section, we consider the case in which the types of the unique and the common

strategies are correlated. Specifically, we assume that:

(1+p)

Pr(ts, = ts, |[ts, = x) = o for z € {B,G} and p € [0, 1). (12)

Thus, as p increases, the types (and therefore payoffs) of both strategies are increasingly
positively correlated. In the baseline version of the model, we have assumed p = 0 for
simplicity. We now show that the conclusions from out theoretical analysis hold more broadly
when p > 0. In this case, a speculator with a perfect signal on one strategy is also imperfectly
informed about the type of the other strategy. Thus, she might want to trade both assets.
To simplify the analysis, as in Foucault and Fresard (2014), we assume that a speculator
only trades a stock for which she receives perfect information.

When firm A chooses the common strategy, the equilibrium of the stock market is un-
changed and given by Lemma 1. When firm A chooses the unique strategy, the equilibrium
of the stock market is potentially different from the case in which p = 0 because the stock
price of incumbent firms is informative about the type of the common strategy and therefore
the unique strategy as well. Reciprocally, the stock price of firm A is informative about the
type of the unique strategy and therefore the common strategy as well. The next lemma
presents the stock market equilibrium when firm A chooses the unique strategy. It is a more
general version of Lemma 2 in the baseline model which accounts for the fact that when
p > 0, the stock price of incumbent firms (resp., firm A) is informative about the type of
the common (resp., unique) strategy and therefore the unique (resp., common) strategy. As
in the baseline model, we use the following notations: fumax-a = Maz{fi, fo,..., fn} and
fain—a = Min{f1, f2, ..., fn}. Moreover, let pf(n) = r(S.,n,G), paH(n) = 7(S.,n) + po.,
pMM(n) =7(S,,n), pME(n) = 7(S.,n) — po. and pk(n) = r(S.,n, B). Last, we let pf,(S,) =
r(Su,1,G) — 1, ph(S,) = 2 (r(S,,1,G) — 1) + L2 Maz{(7(S,,1) + poa — 1),0},
PR (Su) = 3(r(Suw, 1,G) = 1), pRF(S.) = D52 (r(S,, LG) 1), and phy(S,) = 0. As

shown below, these describe possible realizations of stock prices at date 2

Lemma 3 : When firm A chooses the unique strateqy and m, € (0,1), the stock market

equilibrium is:



1. Speculator i buys one share of firm j € {1,..,n, A} if 5;(S;) = G, sells one share of
firm j if 5i(S;) = B, and does not trade otherwise.

2. The stock price of an incumbent firm is (i) pja = p(n) if fumax—a > (1 — 7.); (i)
pj2 = pBT() if fmax-a < (1 —m), and foin—a > —(1 —7.), and fa > (1 —7m,);
(i11) pja = Py (1) if fuax,—a < (1 =), and fmin—a > —(1 —7.), and fa € (—(1 —
), (L= m)); (i) pja = pls™(n) if fumax—a < (1= 7c), and fain—a > —(1 = 7.), and
fa < (1 =mu); () pja = p(n) if fmin—a < —(1 = 7).

3. The stock price of firm A is (i) pf,(S.) if fa > (1 —my), (i) p"LE(S,) if fa € (—(1—
), (1 =) and fiax—a > (1 =), (iti) pis" (Su) if fa € (—(1 =), (1 —m)) and
fnax—a < (1=mc) and fuin—a = —(1=7c), () pA"(Su) if fa € (—(1=my), (1 —my))
and fomin—a < —(1 —7.), and (v) phiy(S.) if fa < —(1 — 7).

4. If the manager of firm A receives a private signal then he follows his signal: he im-
plements his strateqy at date 3 if his signal indicates that this strategy is good and
abandons it if his signal indicates that the strategy is bad. Else, the manager follows
his stock price. When p > p*, the manager implements his strategy at date t = 2 if
his stock price is larger than or equal to piH(S,) and abandons it otherwise. When

p < p*, the manager implements his strateqy at date t = 2 if his stock price is equal to

1—7(Su,1)

pH(S,) and abandons it otherwise, where p* = -

All proofs are provided, at the end of this section. It is easily checked that when p = 0,
the stock market equilibrium when firm A chooses the unique strategy is identical to that
obtained in Lemma 2. When p > 0, the stock market equilibrium in this case differs from
that obtained when p = 0 in two ways.

First, there are more possible realizations for stock prices. The reason is that dealers
in incumbent firms can still learn from the order flow in stock A and vice versa even if
the manager of firm A follows the unique strategy. For instance, consider the dealer in
stock A and suppose that f4 € (—(1 —m,), (1 —m,)). In this case, the order flow in stock
A is uninformative. When p = 0, the equilibrium price of stock A in this case is p{/M.
When p > 0, additional realizations are possible because the stock price of incumbent firms
convey information about the type of the unique strategy, unless fuax—a < (1 —7.) and

fmin—a > —(1 — m.). For instance, if frax—a > (1 — m.), the dealer in stock A learns that
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the common strategy is good. Thus, he assigns a probability % to the possibility that the
unique strategy is good. In this case, Qs = { fmax,—a > (1—7.), fa € (—(1—7my), (1—7,))} =
{pX*(S,)} in equilibrium and one can indeed check that the zero profit condition (5) for

the dealer in stock A is satisfied, that is,
MH _ * _ * MH
Pa (Su) = E(Vas(I"(Q3, 5a), Sa) | Q2) = E(Vas(I"(Q3, 54), Sa) | P4~ (Su)). (13)

Symmetrically, if fmin -4 < — (1—7.), the dealer in stock A learns that the common strategy
is bad. Thus, he assigns a probability O_Tp) to the possibility that the unique strategy is
good and the equilibrium stock price in this case is p¥*(S,). As p goes to zero, pi(S,)
and pY*(S,) converge to pi/M and stock market prices for firm A (and incumbent firms)
become identical to that obtained in the baseline model.

The second difference regards the manager of firm A’s behavior when he receives no
private signal and p > p*.! In this case, the manager implements the unique strategy for
a broader set of realizations for the stock price of firm A, namely pf(S,) (as when p = 0)
and pA/#(S,). Indeed, in the former case, the manager infers from the stock price of firm
A that Qs = {fmax—-a > (1 —7.), fa € (—(1 —7m,), (1 —m,))}. Thus, as the dealer of firm
A in this case, he assigns a probability @ to the possibility that the unique strategy is
good. Hence, his expectation of the net present value of firm A if he implements the unique

strategy is:

E(NPV(S,,1)[Q3) = E(NPV(Sy,1) [{fmax—a > (1 —7.), fa € (—(1 —m,), (1 — 7)), $m = @Y)

= 7(Su,1)+pos—1>0,

where the last equality obtains because p > p*. This means that it is optimal for the manager
to invest when he observes a moderately high realization of his stock price, i.e., p#(S,). In

contrast, when p < p*,

E(NPV<SM7 1) |{fmax,fA > (1 - 7Tc)va S <_(1 - 7Tu)7 (1 - Wu))vsm = ®}> < 07

which means that the manager optimally does not implement the unique strategy at date 3

!Observe that p* > 0 since 7(S,,1) < 1 (Assumption A.4) and that p* < 1 since 7(Sy,1) + 04 > 1
(Assumption A.3).
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when he observes that firm A’s stock price is p}¥(S,,).

In sum, when the manager chooses the unique strategy, there are two cases. When
p < p*, the manager’s behavior is identical to that when p = 0. In contrast, when p > p*,
the manager invests for a broader set of realizations for his stock price. Intuitively, this
reflects the fact that his stock price is more informative than when p is small because the
dealer of stock A can learn, albeit imperfectly, about the type of the unique strategy from
observing the stock prices of firms following the common strategy.

We can then proceed as in the baseline case to compute the value of firm A at date 1
given its strategic choice at this date. If the manager of firm A chooses the common strategy,

we obtain that:

(v + (1 = y)7(n, 7))

VA1<SC> = 9

(r(Se,n+1,G) = 1), (16)

as in the baseline case. If instead the manager of firm A chooses the unique strategy, using

Lemma 3, we deduce that:

O (5,1, G) = 1) + LTI (1(5,1) 4 poa = 1) if p 2 7,

Vai(Su) =
b (5,1, G) — 1) if p < p*.
(17)
Thus, for p < p*, we obtain that firm A is better off choosing the common strategy if and
only if 7, < 7(n,7.) and A\(n) < X(’y, Tu, Te, 1), €xactly as when p = 0 (See Proposition 2).

Moreover, when p > p*, we obtain the following result.

Proposition 3 (Conformity effect): Suppose p > p*. If w, < 7(n,m.) and A(n) < N7, o, Te, n)
then, at date 1, firm A optimally chooses the common strategy if p < p** and it chooses the

unique strateqy if p > p**, where p** = Min{ [’\(%W“’?f)_k(n)} ((1_7)(3141(71;)7%)@_)1 WC)> (r(Se, n+

1,G)—=1)+p*1}. If 1y > 7 (n,7.) or A(n) > /)\\(v,ﬂu, Te,n) then firm A chooses the unique

strategy.

In sum the conformity effect is present even when the types of the common and the unique
strategy are correlated, as long as p < p**. If 7, > 7., one can show that p** < 1. Thus, in

line with intuition, the conformity effect is weaker when the strategies have correlated types.
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However, if 7, < 7., there always exists values of A(n) small enough such that p** = 1. This

means that one does not even need to assume that p is small to obtain the conformity effect.
Proofs.

Proof of Lemma 3. One can follow the same steps as in the proof of Lemma 1 to prove
this lemma. For brevity, we just discuss cases in which the analysis sligthly differs from that
used to derive lemma 1. In particular, we skip the proof that speculators’ trading strategy
(given in the first part of Lemma 3) is optimal given that the derivations are identical to
those in Lemma 1.

Now, consider the manager’s optimal investment policy, I*, at date 3. If the manager
receives private information, he just follows his signal because this signal is perfect. Hence,
in this case, he pursues the common strategy if s,, = G and he does not if s,, = B. If
he receives no managerial information (s,, = &), the manager relies on stock prices. If he
observes that pa, = pf,, the manager deduces that f4 > 1 —,. In this case, as f4 > 1—m,
can occur if and only if speculators buy stock A, i.e., if tg, = G, the manager infers that
ts, = G and optimally implements the unique strategy. If instead the manager observes that
paz = phy(S.) then he deduces that f4 < —1 + 7, and that, consequently, ts, = B. In this
case, the manager optimally abandons his strategy.

Now consider the intermediate case in which f4 € (—(1 — ), (1 — m,)). If the manager
observes that p#(S,), he infers that fpa_a > (1 —7.) and f4 € (—(1 — 7,), (1 — m,)).
Thus, he infers that the common strategy is good because the event fiax—4 > (1 —7.) can
occur only if speculators buy incumbent stocks, i.e., if they learn that the common strategy
is good. Thus, conditional on observing price pi/f(S,) for the stock price of firm A, the

(A+p

manager assigns a probability T) to the possibility that the unique strategy is good. Hence,

his expectation of the net present value of firm A if he implements the unique strategy is:
E(NPV(S,, 1) [paz = p"(S4)) =T(Su, 1) + poa — 1, (18)

which is positive if and only if p > p*. Thus the manager optimally implements the unique
strategy at date 3 when he observes price p'* (S, ) if and only if p > p*. A similar reasoning
yields:

E(NPV(Sy,1) |paz = pi M (Su)) = 7(Su, 1) — 1,
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and

E(NPV(Sy,1) |paz = pi *(Su)) =7(Su, 1) — poa — 1.

Hence, we have E(NPV(S,, 1) |paz = p§*(S,)) <E(NPV(S,,1) |pA2 = phM(S,)) < 0, where
the last inequality follows from Assumption A.4. Thus, if the stock price of firm A is p%/*(S,)
or pAt(S,) and the manager receives no private signal, he does implement the unique strat-
egy at date 3.

In sum, given his information at date 3, the manager’s optimal investment policy is:

¢

1if s, =G,

1if s, = @ and =l
I*(Qg,su) — pA2 pA2 7 (19)
1if s,, = @ and pas = piLH if p > p*,

0 otherwise,
\

as claimed in the last part of Lemma 1.
Equilibrium prices. We must check that the equilibrium prices given in the second

and third parts of Lemma 3 satisfy Conditions (5) and (6) in the text, that is:

paz = E(Vaz(I*(Q3, S4), Sa) | Q2), (20)

and

pj2 = E(r(Se, ms_.1+,ts,) | Q) for j € {1,..,n}, (21)

where *(Q3, S.) is given by (19) and mg,;~ =n+ 1 if I* =1 and mg, ~ = n if I* = 0.
We now show that this is the case. Consider first incumbent firms. Suppose that
fmax—a > (1 — m.). In this case, the order flow in the market for at least one incumbent

stock reveals that the common strategy is good, i.e., tg, = G. We deduce that:

E(r(Se,ms..1+,ts,) | Q2) = 17(Se, 1, G) if frnax—a > (1 —7.),

which is equal to pf(n), the stock price of firm j # A when fia 4 > (1 — 7). Thus, in
this case, Condition (21) is satisfied. Now consider the case in which fpax-a < (1 — 7.)
and fuin—a > —(1 —m.) and f4 > (1 — m,). In this case, trades in incumbent stocks are

uninformative about the type of the common strategy. However, the order flow in the entrant
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firm reveals that the unique strategy is good. Thus, dealers’ belief about the type of the

common strategy becomes:

We deduce that:

E(r(Se,ms..1+,ts,) | Q2) =T(Se, n)+poc if frax—a < (1=7¢), fmin—a > —(1—7.) and fa > (1—7,),

which is equal to p4¥(n), the stock price of firm j # A when fym 4 > —(1 — 7.) and
fa > (1 —m,). Thus, in this case, Condition (21) is satisfied as well. Other possible
realizations for the equilibrium stock price of incumbent firms can be derived using a similar
reasoning. Hence, we skip the remaining cases for brevity.

Now, consider the incumbent firm A. Suppose that f4 > (1 — 7). Thus, speculators
are buying stock A, which means that this case arises if and only if the common strategy
is good. According to the conjectured equilibrium, the stock price of firm A is pff,. Hence,

I* = 1 whether or not the manager receives a private signal. We deduce that:

E(Vas(I*(23,5:),Sc) | Q2) = r(Su, 1,G) — 1if fa > (1 — my),

which is equal to pf,. Hence, if funax > (1 — 7,.), Condition (23) is satisfied.

Now suppose that f4 € (—(1 —m,), (1 — 7)) and fmax,—a > (1 — 7). In this case, the
order flow in stock A is uninformative but the order flows in incumbent stocks reveal that
the speculators buy these stocks and that therefore the common strategy is good. Thus, the

belief of the dealer specialized in stock A about the ype of the unique strategy becomes:

Pr(S, = G|S. = G) =

Hence, if the manager receives a private signal, the dealer expects this signal to be good with

probability @, in which case the manager will implement the unique strategy. Moreover,
according to the conjectured equilibrium, the stock price of firm A is pff. Hence, if the
manager does not receive a private signal, he implements his strategy if p > p* and does

not if p < p* ccording to the conjectured equilibrium. Thus, the expected value of firm A if
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the manager does not receive information is Maz{(7(S,,1) + poa — 1),0}. We deduce from

these observations that when f4 € (—(1 —m,), (1 —m,)) and fuax—a > (1 —7)

B(Vas(1*(©5.5). 50 1 92) = 200,16 -1) 4 L D ataa{ (55,1 + 900 1).0),

which is equal to pff, the stock price of firm A when f4 € (—(1 — 7,), (1 — m,)) and
fmax,—a > (1 —7.). Thus, in this case, Condition (23) is satisfied. Other possible realizations
for the equilibrium stock price of incumbent firms can be derived using a similar reasoning.

Hence, we skip the remaining cases for brevity.

Proof of Proposition 3. When p > p*, the value of firm A at date 1 when it chooses the

unique strategy is:

(1=7)(1—=m)7(n—1,7.)
2

(v + (1 —y)m)
2

Var(Su; p) = (r(Su,1,G)—1)+ (T(Su, 1)+poa—1),
(22)
where we emphasize the effect of p on the value of firm A by adding it as a determinant of

Va1(Su, p)- Vai1(Sy, p) clearly increases in p. Let p™ be the largest value of p such that
VAl(Suap) S VAl(Sc); (23)

for p < 1. Substituting Va;(Sy, p) by its expression in eq.(22) and Vy41(S,.) by its expression
in eq.(16) in eq.(23), we deduce that:

wok in /):(’Ya My, Tey n) — A(n) (7 + (1 — V)WU)
P = Ming o ] ((1—7)(1—wu)ﬁ<n—1,m)

) (r(Se,n+1,G)—1)+p", 1}.

Clearly, for A(n) < /):(’y, Tus Te, ) (which requires m, < 7(n, 7.) as otherwise X(’y, Ty ey M) <

1), p** > p*. As Va1(Sy, p) increases with p, the proposition is proved.
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D Prior Information on the Type of the Common Strat-

egy

In the baseline model, we assume that the ex-ante probability that a strategy is good is

identical for the common and the unique strategy. That is, we assume:
1
Pr(S, =G)=Pr(S.=G) = 3 (24)
In this section, we consider the more general case in which Pr(S, = G) # Pr(S. = G). To
simplify notations, we define 3, = Pr(S. = G) and 5, = Pr(S, = G).
First, consider the benchmark case in which the manager of firm A ignores the information

available in stock prices at date 3. In this case, following the same reasoning as in the text,

we obtain that:

VAT eS8, = 4B, (r(Su,1,G) = 1), (25)
Vi tmert(Se) = Bu(r(Su 1.G) — 1). (26)

We deduce that Vienehmark(g ) < ybenchmark(g 3 if and only if:

Mm<§: (27)
Bu
Thus, when the manager of firm A ignores information in stock prices, he chooses the common
strategy if and only if A\(n) < g—c, as claimed in the text.

Now consider the case in which the manager of firm A uses information in stock prices.
If the manager chooses the common strategy, the equilibrium of the stock market is similar
to that obtained in Lemma 1 in the text. The only difference is the expression for incumbent
firms’ stock price and firm A’s stock price when the order flows in all stocks are uninformative,
i.e., when fiax < (1 —7.) and fiin > —(1 — 7). Namely, in this case, the stock price of

incumbent firms is:

P2 = Y(Beph(n + 1) + (1 = B)pk(n)) + (1 — 7)7(S., n),
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and the stock price of firm A is:
Paz = Vginchmark(sc)’

where Vinehmark (G ) s given by eq.(26). The proof of these claims is identical to that for
Lemma 1 and is therefore omitted.

More important for our purpose, the investment policy of the manager in equilibrium is
identical to that described in Lemma 1. Thus, we deduce that the value of firm A at date 1

if it follows the common strategy is:

Var(Se) = (v, + (1 = 7) Pr(fmax > (1 = 7)) (r(Su, 1, G) — 1). (28)

Indeed, the manager optimally implements his strategy at date 3 if and only if (i) he receives
a positive private signal (s,, = G) or (ii) he does not receive a private signal (s,, = &) but
his stock price is high (pas = pf,) so that he infers that speculators have received a positive
signal about the strategy of firm A. The first event occurs with probability v, while the
second occurs with probability (1 — ) Pr(funax > (1 —7.)). Calculations yield:

Pr(.fmax > (1 - 71—0)) = Bc(l - (1 - 7TC)n—H) = ﬁcﬁ(n, WC)'

Hence, using eq.(28), we finally obtain:

Var(Se) = By + (1 = ) 7(n, 7)) (1(Sy,1,G) — 1). (29)

If firm A chooses the unique strategy, the equilibrium of the stock market is similar to that
obtained in Lemma 2 in the text. The only difference is that when f4 € (—(1—m,), (1—m,)),
the stock price of firm A is:

benchmark
Pa2 = VAl (Su) y

where V}snehmark (G ) is given by eq.(25). Thus, following a similar reasoning to that when

firm A chooses the common strategy, we deduce that:

Var(Su) = Bu(y + (1 = 1)mu)(r(Su, 1, G) — 1). (30)
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Comparing Va1(S,) and Va1(S,.), we obtain the following result.

Proposition 4 (Conformity effect): If m, < T(n,nm.) then, at date 1, firm A optimally
chooses the common strategy if \(n) < (g—) X(’y, T, Te, ) and it chooses the unique strategy

i Am) > (2) X, m e m), where My, m, meon) = (ZUFERED) > 1, If 7, > 7, m,)

then firm A always chooses the unique strategy.

This proposition generalizes Proposition 2 in the baseline model (when 5. = 3, it is
identical to Proposition 2). That is, it shows that, for =, < 7(n,7.), the set of parameters
such that the manager of firm A optimally chooses the common strategy is broader when he
relies on information conveyed by stock prices than when he does not since /):(7, T, Te, M) > 1
for m, < w(n,n.). Moreover, X(% Tu, Te, ) decreases with 7, and is therefore maximal when
m, = 0. Thus, as in the baseline model, firm A has more incentive to differentiate when it is

public (7, > 0) than when it is private (7, = 0).

E Industry Equilibrium

In this section, we endogenize the product choices of all firms at date 1. That is, we suppose
that at date 1, there are n + 1 > 2 firms indexed by i € {1,2,...,n+ 1}. Firm 1 is private
while the other n firms ( ¢ € {2,...,n + 1}) are public. At date 1, each firm must choose
between one of two strategies denoted S. and S,: (i) S. is a standard strategy and (ii) .S,
is a unique strategy specific to the firm choosing it. Thus, if firm ¢ chooses strategy S,,
its product is de facto differentiated from other firms’ products (whether they themselves
choose the common or a unique strategy) and it cannot learn information from other firms’
stock prices, as in the baseline model.> As in the baseline model, we refer to S, and S, as
being the common and the unique strategy, respectively.

We denote by n. the number of firms following the common strategy and by V;(S;, n.)
the value of firm 7 at date 1. We use the same notations and assumptions for the cash flows
of the common and the unique strategy as in the baseline model (Assuptions A.1 to A.4 in
the baseline model are maintained). However, for more generality, we allow firms’ cash flows

to depend on the firm choosing a given strategy (in addition to the strategy itself), i.e., to

2This means that S,, refers to the act of differentiation rather than to a product itself. To make this even
more explicit, we could index each unique strategy by ¢, at the cost of increasing the notational burden.

19



depend on index i. As in the baseline model, for each firm i € {1,2,...,n + 1}, there is a

cash flow gain from differentiation. That is:

= Li0u BSe) o for e = g, Ve 31
Ti(Smnc,tSC) oF s 5 " ( )

In particular, the cash flow of a good common strategy is always smaller than the cash flow
of a good unique strategy, even if n. = 1 (e.g., consumers value novelty). We also assume
that \;(n.) is weakly increasing in n.: the gain from differentiation is higher when more
firms choose the common strategy (i.e., the cash flow of the common strategy is weakly
decreasing with the number of firms choosing this strategy). This is consistent with the idea
that differentiation is more attractive when competition within an industry is more intense.

We define the following variables:

7k, 7o) Y1 — (1w

N € 11— T k) c

YL =y
Apm"uate(’y - k‘) déf v+ (1 - 'Y)f(k, 7Tc)
y ey v ’

where k is an integer. As shown below, these variables play the same role as similarly defined
variables in the baseline model (for which we have k& = n, the number of incumbent firms).

We focus on Nash equilibria of the game at date 1 in which all firms choose their strategy
simultaneously. An equilibrium of this game is defined as follows. At date 1, let C be the
set of firms choosing the common strategy and let U be the set of firms choosing the unique
strategy. For instance, if n = 3, a possible outcome is C = {1,2} and U = {1,2} in which
case n. = 2. The outcome in which n} < n + 1 firms choose the common strategy is a Nash

equilibrium (“an industry equilibrium”) iff:

Vi(Se,n) > Vi(Su,ni—1) forieC, (32)

Vi(Su,ns) > Vi(Se,ni+1) fori e U. (33)

These two conditions state that, individually, no firm has an incentive to deviate from

its equilibrium strategic choice at date 1, accounting for its effect on the number of firms
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choosing the common strategy. For instance, the second condition says that if firm ¢ chooses
the unique strategy in equilibrium then its value at date 1 with this strategy is higher than
its value with the common strategy (accounting for the fact that if it chooses the common
strategy then it increases the number of firms choosing this strategy by one). Of course,
Condition (32) (resp., (33)) becomes irrelevant in the corner case in which all firms choose
the unique (resp., common) strategy, i.e., if C = & (resp., Y = @ ). The equilibrium of the
stock market (i.e., of the subgame that starts at date 2) is as in the baseline version of the
model.

In the rest of this section, we show the following results.

1. First, in Proposition 5, we show that when firms do not rely on stock prices as a source
of information, the unique industry equilibrium is such that all firms differentiate. This
result generalizes Proposition 1 in the baseline model in which we take incumbents’
strategic choices as given.

2. Second, in Proposition 6, we show that when \;(n + 1) < /):(’y, T, Te, — 1) for i €

~private

{2,...,n+1}and A\ (n) < A (7,7, n—1), then there is an equilibrium in which all
firms choose the common strategy (i.e., n} = n+1). This result generalizes Proposition
2 in the baseline model. It shows that the conformity effect arises even when all firms’

choices at date 1 are endogenous.

3. Third, in Proposition 8, we show that when firm 1 becomes public, the previous equi-
librium is either unchanged or changed in such a way that existing public firms choose
the common strategy while firm 1 differentiates. This result shows that our prediction
regarding the effect of an IPO on differentiation (Corollary 2) still holds when all firms
make endogenous choices. In particular, the level of differentiation of the firm that
goes public increases or remains unchanged relative to its pre-IPO level of differen-
tiation while the level of differentiation of existing public firms remains (optimally)

unchanged.

As in the baseline model, we start with the analysis of the benchmark case in which

firms ignore information in stock prices. Suppose that n. < n + 1 firms choose the common
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strategy at date 1. Following the same reasoning as in Section 3.1, we obtain that:

‘/'ibenchmav"k(smnc) — 7(7”1'(5077%7 G) — 1), for i € 07 (34)
‘/ibenchmm‘k(sm nc) = ’Y(Tz‘<5u7 1, G) — 1)7fOI‘ 1€ U. (35)

Condition (31) implies that Vjenehmark (G p ) < Vihenchmark(g 'p . —1) for all i. Thus, there is
no value of n. for which Condition (32) can hold and therefore no equilibrium in which firms
choose the common strategy. In contrast, Condition (31) implies that Vperehmark(s o) >
Vpenchmark (G 1) for all firms 4. Thus, Condition (33) always holds. Thus, as in the baseline
model, the unique possible equilibrium is such that all firms choose the unique strategy when

they ignore information in stock prices, as claimed in the next proposition.

Proposition 5 : When firms only rely on their private signal, the unique industry equilib-

rium is such that all firms optimally differentiate (S = S, ) and therefore n} = 0.

Now we consider the case in which firms rely on information in stock prices. We derive
conditions under which the industry equilibrium is such that all firms choose the common
strategy (i.e., n® = n + 1 or, equivalently, S’ = S, Vi). In this case, the equilibrium of the
stock market is as in the baseline model when (i) firm A is private and chooses the common
strategy and (ii) n firms are publicly listed and choose the common strategy. Thus, using

eq.(12) in the baseline model, we deduce that the value of firm i at date 1 is:

Vi(Se,n+1) =

- WS((” — D7) (S 1,6) — 1), i (36)

In contrast, if public firm i € {2,...,n 4+ 1} deviates and chooses the unique strategy at date

1, its value is:

Vi(Su,n +1) = O+ (12_ 7)) (ri(Su, 1,G) — 1), for i € {2,....,n + 1}, (37)

while if private firm 1 deviates its value at date 1 is:

‘/1(51“ Ne + 1) = (TI(SM 17 G) - 1) (38)

Do |2

The difference in the value of the unique strategy for public and private firms reflect the fact
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that the private firm cannot learn from its own stock price since it is private (i.e., 7, = 0
for i = 1). For n; =n+1 to be a Nash equilibrium, Condition (32) must be satisfied for all
firms (Condition (33) is irrelevant since no firm chooses the unique strategy in equilibrium
when n’ = n + 1). Using eq.(37) and eq.(38), we deduce that when n* = n + 1, Condition
(32) is equivalent to:

(v+(@A- ’Y)Zc((n — 1), 7)) (ri(S., n+1,G)—1) > (y+ (- ’Y)M)(ri(sw 1,G)-1), fori € {2,..,n+1}

2
(39)
and
1- _c -1 y e
o+ 7)”2((” L) 1 (5n+1,G) — 1) > 2(S,1,6) = 1. (40)
Condition (39) is equivalent to
NP (0 4+ 1) < Ay, mem — 1), (41)
where A" (n + 1) = Max{ 2(n + 1), ..., \py1(n + 1)}. Condition (40) is equivalent to:
Mn+1) < X, 7em — 1), (42)

We deduce the following result.

~private

Proposition 6 : Suppose \™i*(n+1) < /)\\(’)/,ﬂ'u, Te,n—1) and A\(n+1) < A (v, Te, m—
1). Then the case in which all firms choose the common strateqy (nfi = n+1) is an industry

equilibrium.

Thus, as in the baseline model, one obtains that all firms optimally choose the common
strategy when they rely on information in stock prices if the gains from differentiation are not
too large (A\;(n+1) < /):('y, T, Te,n—1) fori € {2,..,n+1} and \;(n+1) < Xpmate(’y, Tey N —
1)). Thus, the conformity effect is robust to the case in which all firms are endowed with
a real option at date 1. Note that the condition \;(n + 1) < //{(%ﬂu,wc,n — 1) requires
X(’y, Tu, Te, — 1) > 1. This is the case iff 7.((n — 1), 7.) > m,, that is, if and only if each
firm’s stock price is more informative about the type of the common strategy than about the

type of the unique strategy (if it were to choose it), as in the baseline model. This requires:

1—(1—m.)" > m,. That is, for n = 1, the condition 7.((n — 1), 7.) > 7, requires m, > m,.
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For larger values of n, the condition 7.((n — 1), 7.) > 7, can be satisfied even if 7, < 7.
Of course, depending on the values of the cash flow gain from differentiation, other
possible equilibrium configurations are possible. For instance, if A\;(n+1) < X(fy, T, Te, n—1)

~private

and Ai(n) > A (7, e, — 1) then an industry equilibrium in which firm 1 chooses the
unique strategy while other firms choose the common strategy can be obtained (see the third
part of Proposition 8 below).

Moreover, the equilibrium described in Proposition 6 is typically not unique. The reason
is that the informational benefit associated with choosing the common strategy increases with
the number of firms choosing this strategy. This creates a complementarity in firms’ strategic
choices that leads to multiple equilibria for given values of the parameters (including the cash
flow gain from differentiation). In particular, the equilibrium in which all firms choose the
unique strategy at date 1 is always an equilibrium. Indeed, if firm ¢ expects other firms to
follow the unique strategy then choosing alone the common strategy has no informational
benefit since other firms’ stock prices contain no information. Given Condition (31), firm ¢
is then better off choosing the unique strategy. However, when \;(n+1) < /):(% T, Te,—1)

~private

fori e {2,..,n+1}and \j(n+1) < A (7,7, n—1), this equilibrium is Pareto dominated
by the equilibrium in which all firms choose the common strategy in the sense that all firms’
valuations are larger in the latter equilibrium. Thus, conformity is more likely to emerge in
equilibrium. We state this result in the next proposition and proves it at the end of this

section.

~private

Proposition 7 Suppose \™i*(n+1) < /)\\(’Y,Fu,ﬂc,n—l) and A\ (n+1) < A (v, Te, n—1).
Then the inudstry equilibrium in which all firms choose the common strategy (nf =n+ 1)

Pareto dominates the industry equilibrium in which all firms choose the unique strategy.

In the next proposition, we analyze how the industry equilibrium described in Proposition
6 depends on whether private firm 1 is public or not.
Proposition 8 : Suppose that \™7*(n + 1) < //{(% Tus Tey — 1) and that /):(7, Ty Ty M) <
~private

(7, me, n— 1) and that the industry equilibrium is as described in Proposition 6. When

firm 1 goes public then:

1 If (n+1) < X(% Tuy Te, M) then there is an industry equilibrium in which all firms

choose the common strategy whether firm 1 is private or not.
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~private

2. IfX(% T, Tey ) < A1(n+1) < A (v, e, n—1) then there is an industry equilibrium
in which all existing public firms choose the common strateqy whether firm 1 is private
or not while firm 1 chooses the common strategy only it is private.

~private
3. If M(n+1) > N (v, e, — 1) then there is an industry equilibrium in which all
existing public firms choose the common strategy and firm 1 the unique strategy whether

firm 1 is private or not.

This proposition (proved below) shows that our main prediction (derived in Corollary 2,
in the baseline model) is still valid when all firms can choose their strategy at date 1. That is,
private firm 1 is more likely to differentiate (i.e., it chooses the unique strategy for abroader
set of parameters) when it is publicly listed than when it is private if /):(’y,ﬂu,ﬂc,n) <
e (7, e, n — 1).3 The reason is exactly the same as in the baseline model: when firm 1
is public it can learn from its own stock price even if it chooses the unique strategy. Thus,
its incentive to follow the common strategy is weakened relative to the case in which it is
private. Interestingly, the effect is opposite for existing public firms. That is, the public
listing of firm 1 either reinforces their incentive to choose the common strategy or leaves it
unchanged. Indeed, if firm 1 chooses the common strategy when it is publicly listed then the
informativeness of the stock price of firms following the common strategy becomes higher,
other things equal (since 7T.(nf,7.) increases with n? the number of publicly listed firms
following the common strategy). This reinforces existing public firms’ incentive to choose
the common strategy. If instead, firm 1 chooses the unique strategy when it is publicly
listed then the informativeness of the stock price of firms following the common strategy
remains identical to what it was when firm 1 is private (since in either case, they cannot lear

information from the stock price of firm 1).
Proofs

Proof of Proposition 7. In the industry equilibrium in which all firms choose the unique

strategy, the value of public firm 7 at date 1 is:

(v + (1 = 9)m)
2

Vi(Sy,0) = (ri(Su, 1,G) — 1), for i € {2,...,n+ 1}. (43)

3As in the baseline model and for the same reason, this condition requires that m, > 2LZ(Te)—mn—lrc))
Y+A—7)7(n—1,7c)

and v < 1.
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and the value of private firm 1 is:

B |2

In the industry equilibrium in which all firms choose the common strategy, the value of firm
7 is:

‘/;(Sa n+ 1) =

(y+ (1 — 7)720((7% — 1), 7)) (ri(Se,n +1,G) — 1), Vi

It follows that firm ¢ has a larger value in the industry equilibrium in which all firms choose
the common strategy than in the equilibrium in which all firms choose the unique strategy

~private

if N (n+1) < ;\\(”}/,Wu,ﬂc, n—1)and \y(n+1) <A (v, e, —1).

Proof of Proposition 8.

Case 1. \j(n+1) < X(%ﬁu,ﬂc,n). As /)\\(v,wu,ﬂc,n) < Xpmate(% Te,n — 1), we have
A(n+1) < /):pmate(%ﬂc,n — 1). Moreover, as \i(n + 1) < X(v,wu,ﬂc,n — 1) for i €

{2,..,n + 1}, we deduce from Proposition 6 that the situation in which all firms choose the
common strategy is an equilibrium when firm 1 is private. Now, suppose that firm 1 is
public. Following the same steps as for proving Proposition 6, we conclude that there is an

equilibrium in which all firms (including firm 1) choose the common strategy if:
A" +1) < Ny, T e, ),

where A" (n + 1) = Maz{\(n+ 1), \a(n+1),..., A\pi1(n+ 1)}. This condition is satisfied
because (i) A" (n+1) < X(’y,ﬂu,ﬂ'c, n—1)< X(’)/,ﬂ'u,ﬂ'c, n) (since w(n,m.) > w(n — 1, 7.))
and (i) Ay (n 4+ 1) < A(Y, Tu, 7o, 0).

~private ~private

Case 2. X(’y,ﬂ'u,ﬂ'c,n) < A(n+1) <A (v, me,n—1). As A\j(n+1) < A (v, Te, n—
1) and \j(n+1) < }\\(’}/,’NU,WC, n — 1), we deduce from Proposition 6 that the situation in
which all firms choose the common strategy is an equilibrium when firm 1 is private. Now,
suppose that firm 1 is public. The case in which all firms choose the common strategy cannot
be an equilibrium. Indeed, as explained in case 1, this requires \™**(n+1) < /):(7, Ty ey M.
However, this necessary condition cannot be satisfied since X(’y, T, Tey, 1) < A1(n+1). Thus,

the industry equilibrium necessarily involves more differentiation than when firm 1 is private.

In particular, there is an industry equilibrium in which firm 1 chooses the unique strategy
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while other firms choose the common strategy if

Vi(Se,n)

v

Vi(Su,n — 1) for i # 1, (45)
Vi(Su,n) > Vi(Se,,n+1) fori=1. (46)

Condition (45 requires \;(n) < X(% Tuy Teym — 1) for @ # 1. This is the case since A\;(n) <
Ai(n+1) < /):(7, Tu, Te, — 1). Condition (46) requires ;\\(7, Tus Tey) < A1(n+ 1), which is
the case as well. This establishes the second part of the proposition.

~private

Case 3. \M(n+1) > A (v, me,m — 1). By proceeding exactly as in Case 2, we can

show that whether firm 1 is private or not: (i) the case in which all firms choose the common
~ ~private

strategy cannot be an equilibrium since A(7y, 7y, 7, n) < N (7,7, n— 1) while (ii) there

is an industry equilibrium in which firm 1 chooses the unique strategy while other firms

choose the common strategy. This establishes the third part of the proposition.

F Cross-sectional predictions

Let d*(A(n), 7y, T, ) be a dummy variable equal to 0 if firm A chooses the common strategy
and 1 if firm A chooses the unique strategy, where & indicates whether firm A is private (in
this case k = priv) or public (in this case k = pub). We refer to d*(\(n), 7, 7., ) as the

level of differentiation for firm A.* Let
A()‘(n)a Ty ey 7, n) = dPUb()‘(n)a Ty Tey 7, n) - dprw(/\(n)a Ty Tey Yy n)a

be the change in the level of differentiation of firm A when it switches from being pri-
vate to being public, other things equal. Below, we analyze the effect of v and w. on

A(X(n), my, e, 7y, n), conditional on the firm differentiation being low when it is private (i.e.,

(7(n,7e) =T (n—1,7c))
Y+(A=y)7(n—1,7c) *

dP"(\(n), Ty, me,7,n) = 0). We focus only on the case in which 7, > 2

(t(n,me)—7(n—1,7c))
Y+(A=y)7(n—1,m¢)

Indeed, as explained in the text, when 7, < 2 , there is no conformity effect

and therefore A = 0 for all parameters.

~private

The effect of managerial information (y). Suppose that v < 1 so that A (v, e, ) >

4In our model, the level of differentiation is a binary variable since firm A chooses either to differentiate
or not.
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~

~private,inv

MY, Ty, Tey ). Moreover, let :\\im()\(n),wu,ﬂc,n) and A (A(n),m.,n) be the inverse

~ ~privat
functions of A(v,m,, 7., n) and P e(”y, Te,n) with respect to ~, respectively. Proposition

2 in the model (see also Figure 3) implies that:

0 if 7 <X (), 7y 7o),
AR, Tus T, 1sm) =4 1 if A (AR), Ty Ter) <y < A ™ (N(n), 7o, ),
~privateinuv
0 > A (A(n), me,m).
Thus, for v < Xpmute’mv()\(n), e, n), the firm is not differentiated before its IPO (dP™*(\(n), 7y, Te, ¥, 1) =

0; see Proposition 2) and the effect of v on A(A(n), 7y, 7¢, v, n) is (weakly) positive. We de-
duce that the change in the level of differentiation of a firm after its IPO (relative to its level
before the IPO) should increase with «y, conditional on the firm being not too differentiated
before its IPO, as claimed in Section 4.4.

The effect of peers’ stock price informativeness (7). When firm A is public, it
chooses the common strategy if and only if A(n) < /):('y, Tu, Te, 1), 1.e., if and only if 7. >
7 (n, X(n), v, m,) since X(% T, Te, ) increases m.. Using the definition of /)\\(’}/,ﬂ'u,ﬂ'c, n),
we get:

chb(%ﬂu,n) =1- (1 — (% + /\(n)ﬂu))l/n-&-l.

Similarly, when firm A is private, it chooses the common strategy if and only if A <

~private ~priv ~private

(7, Tuy Tey M), e, if and only if 7. > 72""(y,n) since A (v, T, n) increases 7.

~private

Using the definition of A (v, me, n), we get:

APriv( N ] (] — Y(A(n) — 1) 1/n
) =1 - (1= (R )

= = ~private ~
As 7, > 7?&173%_%57—_11#?)))7 ¢ (7, e, ) > Ay, Ty, Te, 1) (see Proposition 2). Thus,

in this case 77"°(y, 7, n) > 7T (v,n). We deduce from Proposition 2 that:

0 if 7. < 7 (y,n),
A()\(n)’ﬂ-“’ﬂ'c’ﬁy’n) - 1 it %\57“1'11(,77”) < T < %f:mb(’yaﬂ-uan)a
0 Te > T (y, my, m).

Thus, when 777" (y,n) < 7., the firm is not differentiated before its IPO (d”"**(A\(n), 7y, Te, ¥, 1) =
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0; see Proposition 2) and the effect of 7. on A(A(n), my, 7, 7, n) is (weakly) positive. That is,
the change in the level of differentiation of a firm after its IPO (relative to its level before the
IPO) should decrease with 7. (and therefore peers’ stock price informativeness), conditional

on the firm being not too differentiated before its PO, as claimed in Section 4.4.

G Alternative measures of product differentiation

In this section, we analyze the robustness of our main empirical findings to the measurement
of product differentiation. Specifically, we estimate our baseline specification (eq.(17) in
the paper) using four alternative measures of product differentiation, namely stock return
co-movement, cash-flow co-movement, differences in markups, and similarity of new product
announcements.

First, we compute stock return co-movement between every two firms ¢ and j in the TNIC
network by estimating annual market models (with weekly returns from CRSP) augmented
with the return of firm j. The estimated coefficients on firm j’s return, denoted 3, ; ;,
measures the return co-movement between firms ¢ and j in year ¢, after controlling for the

market return. We posit that 3 is higher if firms ¢ and j follow more similar strategies.

ret,i,j

Second, mirroring the computation of stock return co-movement, we estimate regressions
of firm i’s quarterly cash flow over assets (from COMPUSTAT) on the (value-weighted)
average cash flow over assets of the market and the cash flow over assets of firm j. For each
pair, we use rolling windows of three years for this estimation. The estimated coefficient on

firm j’s cash-flow, denoted (3 measures the cash-flow co-movement between firms ¢ and j

cfit,g?

in year t. Again, we posit that is higher if firms ¢ and j follow more similar strategies.

cft,j
Third, we use the annual difference in markups between firms ¢ and j, denoted AMarkup; j,
measured as the difference between firms’ net profits scaled by cost of goods sold (from
COMPUSTAT). Indeed, a large literature in industrial organization suggests that more dif-
ferentiated firms should enjoy higher markups (e.g., Sutton (1991)). We thus posit that
AMarkup; ; is lower if firms 7 and j follow more similar strategies.
Finally, we compute the similarity of products between firms’ pairs using firms’ products

announcements. We gather all new product announcements recorded by Capital IQ for firms

in our sample. Capital IQ collects voluntary announcements by firms (e.g., via news wires
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or press releases) starting from 2002. Each announcement consists of a short description
(maximum of 40 words for our sample firms) and a long description (maximum of 442 words
for our sample firms) detailing the new product. For every firm-year, we parse the text of
all announcements and retain non-common nouns and proper nouns. We then compute two
measures of cosine similarity between firms, one using short descriptions and one using long
descriptions. To do so, we strictly follow the methodology of Hoberg and Phillips (2016).
Because not all firms in our sample are covered by Capital I1Q or issue public statements
about new products, the set of firm-pairs with available measures of product similarity is

5

smaller than that using Hoberg and Phillips’ measure.” However, we can retain similarity

scores for every pair, as we do not impose any minimum similarity threshold.
[Insert Table A about Here]

Table A presents the results, and confirm that our main finding (the positive association
between the going-public decision and subsequent differentiation) obtains with all alternative

measures. Column (1) of Table A shows that [ is smaller for treated pairs in our sample

ret,i,]
(the coefficient on 7 x T'reated is negative). This means that pairs of firms involving one IPO
firm becomes significantly more differentiated after the IPO year than control pairs, as found

- could

in our baseline tests (see Section 4.3 in the paper). To account for the fact that 3,., ; ;

be affected by differences in leverage (total debt over total assets), column (2) presents results
obtained when we further control for differences in leverage between firms in a given pair.
Estimates with this specification are very similar to those in column (1). Column (3) shows

that is smaller for treated pairs (the coefficient on 7 x Treated is negative). This again

cfit,g
means that pairs of firms involving one IPO firm becomes significantly more differentiated
subsequent to an IPO than control pairs. Column (4) indicates that differences in markups
are higher for treated pairs (the coefficient on 7 x Treated is positive). Finally, columns (5)
(short descriptions) and (6) (long descriptions) indicate that our results with the alternative
text-based measures of product similarity based on Capital 1Q product announcements are

qualitatively similar to those obtained with the Hoberg and Phillips’ measure. These patterns

are consistent with increased product differentiation post-IPO.

>The correlation between Hoberg and Phillips’ similarity scores and those obtained using product an-
nouncements is quite high (0.24 for short descriptions and 0.27 for long descriptions).
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H Falsification tests: Placebos, SEOs, and Debt Issues

To further assess the robustness of our interpretation, we repeat our baseline analysis using
alternative situations for which we should not observe an increase in differentiation according
to our model. First, we design placebo tests in which we simply replace the actual sample of
IPO firms that we use in the paper by samples made of randomly selected (non-IPO) firms.
Specifically, we generate 1,000 such samples composed of 1,000 “fake” treated firms. For
each of these samples, we replicate exactly the procedure we follow to construct treated and
control pairs and estimate our baseline specification (17). Column (1) of Table B reports
the average coefficients obtained across 1,000 estimations. On average, we find no difference
between treated and control pairs, indicating that our baseline results are truly specific to

IPOs.
[Insert Table B about Here]

Second, we replace IPOs with SEOs. We define firm-year “events” based on stock issuance
data from SDC, retaining only stock issues larger than 5% of firms’ assets. We identify 638
distinct SEOs with data available in our sample (i.e., for which we can measure product
differentiation). We again replicate our baseline procedure to construct treated and control
pairs and estimate specification (17) of the paper. Column (2) of Table B reveals that the
change in product differentiation post-SEO of treated pairs (i.e., pairs in which one firm is
a SEO firm) is not different from that of control pairs (i.e. pairs constructed from peers
of peers of SEO firms). This indicates that our findings are unlikely to be driven by the
relaxation of financial constraints, as otherwise we should see an effect for SEOs as well as
for IPOs. Interestingly, our model would predict that no effect should be observed around
SEOs. Indeed, in contrast to an IPO, an SEO should not change managers’ expectations
regarding the informativeness of their own stock price if they chose to differentiate more. In
this context, our model would predict no effect of an SEO on its decision to differentiate.

Third, in a similar spirit than the SEO test, we consider debt issues. We define firm-
year “events” based on private debt issuance data from Dealscan, also requiring that the
amount issued exceeds 5% of firms’ assets. We identify 1,170 private debt issues satisfying

this condition over the 1996-2011 period. Mirroring the SEO results, column (3) of Table B
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indicates no change in differentiation post-issuance for treated pairs (i.e., pairs in which one

firm is an debt-issuing firm) compared to control pairs.

I Difference-in-Differences specification

In this section, we modify the structure of our baseline specification (17), and consider a
difference-in-differences approach to measure the change in firms’ product differentiation
post-IPO. On the sample of treated and control pairs defined in Section 4.2 of the paper, we

estimate the following specification:
di,j,T,t = 04 ; + (St + Hr + W(POStk X Treatedi,j) + ﬁXi,j,T,t + €ij,r.ts (47)

where t is calendar time, and the unit of observation is at the firm-pair-time level. The
variable T'reated; ; is an indicator variable that equals one if pair (4, j) includes an IPO firm,
and zero otherwise. Posty, is an indicator variable that equals one if 7 > k (for £ = 0,1,2,3),
and zero otherwise. The vector X controls for time-varying differences in the characteristics
of firm 7 and j that could be related to differentiation choices, namely the (log of) total
assets and market-to-book ratios, and «; ;, d;, ¢, are pair, calendar, and event-time fixed
effects, respectively. We allow the error term (e, ;,.) to be correlated within pairs.
Compared to our baseline specification (17), the difference-in-differences specification (47)
replaces 7 by Posty and 7 X T'reated by Posty, x Treated. While our baseline specification
(17) tracks the evolution of the difference between d; ;,; and d; ;,—o. for all pairs year by
year, the coefficient 7 on the interaction Posty x Treated in specification (47) measures the
average difference between d; j ,—5, and d; ; ;—o+ that is specific to the fact that the pair (7, j)

is treated, averaged across all years post-IPO.
[Insert Table C about Here]

Table C presents the results for £ = 0,1,2,3. Across all specifications, we observe
positive and significant estimates for 7, confirming that the product differentiation of IPO
firms increase significantly after they go public. Depending on how we define the Post

variable, the magnitude of the increase in product differentiation varies between 0.49% and
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0.62%, which is close to what we obtain in our baseline estimation (an increase of 0.73% over

five years).

J Alternative proxies for peers’ stock price informa-
tiveness (7(n, 7))

In section 4.5.2 of the paper, we use two measures of stock price informativeness as proxies
for a firm’s peer stock price informativeness (7(n, 7.) in the model). In this section, we show
that we obtain similar results if we consider alternative proxies that have been used in the
literature.

First, we rely on the sensitivity of stock prices to earnings news using the “earnings
response coefficients” (FRC). Following Ball and Brown (1968), we conjecture that infor-
mative stock prices should better and more quickly incorporate relevant information about
future earnings. Hence, earnings news of firms with informative prices should trigger a lower
price response. Thus, a larger value of 1/ ERC) indicates that the stock price of peer j of firm
i is more informative. We compute 1/ERC; ; for each firm-year as the average of the three-
day window absolute market-adjusted stock returns over the four quarterly announcement
periods.

Second, we use coverage from professional financial analysts received by peer firms
(Coverage). More coverage is typically associated with improved informational environ-
ment. Indeed, analysts gather information about the value of business strategies, and pro-
vide value-adding information (e.g. Healy and Palepu (2001)) that has a significant effect
on stock prices (e.g., Womack (1996) and Barber, Lehavy, McNichols, and Trueman (2006)).
Also, analysts receive direct information from managers and render this information pub-
lic. Hence, peers’ stock prices should be more informative when peers are covered by more

analysts.
[Insert Table D about Here]

Table D presents results of estimating the cross-sectional specification (19 in the paper)
with each of these proxies. As predicted by our model, we find that the positive associa-

tion between the going-public decision and post-IPO differentiation is weaker for IPOs with
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more informative peers’ stock prices, conditional on firms having a relatively low level of
differentiation before their IPO. Indeed, the coefficients on 7 X T'reated; ; -+ X Tiopw i X ¢; are

significantly negative for both proxies for peers’ price informativeness.

K Differentiation and prices informativeness

The “conformity effect” highlighted by our model partly relies on the conjecture that the
informativeness of the stock market about the common strategy is higher than the informa-
tiveness of the stock market about the unique strategy (Corollary 1). We provide empirical
evidence that supports this claim by looking at the correlation between the uniqueness of a
firm’s product (i.e. its overall differentiation) and the informativeness of its stock price.
We measure the overall differentiation of a given firm ¢ in a given year ¢ (present in the
TNIC network) as the sum of d; j; across all peers j, which we label as % To measure
the relationship between differentiation and price informativeness we estimate the following
specifications. For the three proxies of price informativeness for which we have firm-year

observations (PIN, 1/ERC, and Coverage), we estimate the following model:
Infoi,t = (50 + 51@ + 52 lOg(Ai,t) + 53MBZ'¢ + 53A96i,t + ur + Eit (48)

where Info;; is one of the proxy for the stock price informativeness of firm ¢, A is firm
i’s total assets, M B its market-to-book ratio, Age its public age (i.e., time since its IPO),
and 7, represent year-fixed effects.

For the proxy taken from Bai, Philipon, and Savov (2016) — where we do not have a
firm-year level measure — we instead estimate the following interacted specification:

Eiq

Ay

)

E; d:.
itk 0y + QlMBi,t + HQ(MBi,t X di,t) + 03

Aiﬂf + T’t + 8i,t (49)

where F; ;1 is firm 4’s earnings in year ¢ 4+ k. We focus on three horizons k: one-, two-, and

year-year ahead earnings (k = 1,2, 3).
[Insert Table E about Here]

Table E reports the results of these estimations. Panel A confirms that overall differentia-

tion is negatively related to price informativeness. This relationship holds and is statistically
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significant across all specifications. Firms that have more differentiated products appear to
have notably less informative stock prices. This result also appears in Panel B. We observe
negative and significant coefficients on the interaction term M B, ; x @ across all specifi-
cations, indicating that the current stock prices of more differentiated firms have a lower

ability to forecast future earnings — they are less informative.
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Table A: Alternative Measures of Differentiation

This table presents estimates of specification (17) in the paper using alternative measures of product differentiation. The unit of observation is a firm-pair-year. The sample
includes pairs where one firm (firm i) is an IPO firm and the other firm (firm j) is an established peer, and pairs where one firm (firm i) is a peer of an IPO firm and the other firm
(firm j) is a peer of firm j than is not a peer of the IPO firm. We identify peers using the TNIC network developed by Hoberg and Phillips (2016) and define established peers as
public firms that have been listed for more than 5 years. We select peers of peers using a matching procedure as defined in Section 4.2 of the paper. Pairs that include an IPO
firm are treated pairs (Treated=1) and pairs without an IPO firm are control pairs (Treated=0). We track pairs over five years following each IPO, so that the event time variable t
=0,1, 2, 3,4, or5. In columns (1) and (2), the dependent variable is stock return co-movement between two firms i and j in the TNIC network estimated using annual market
models (with weekly returns) augmented with the return of firm j. In column (3), the dependent variables is cash-flow co-movement between two firms i and j in the TNIC
network estimated using 3-years rolling windows regressions of firm i's quarterly cash flows over assets on the (value-weighted) average cash-flow over assets of the market and
the cash flow of firm j. In column (4), the dependent variable is the difference in markups between two firms i and j in the TNIC network, where markups are measured as net
profits scaled by cost of goods sold. In columns (5) and (6) the dependent variables are product similarity measured using cosine similarities across firms’ short and long
descriptions associated with product announcements from Capital IQ. The control variables include the differences in size and market-to-book ratio between firms in each pair.
The sample period is from 1996 to 2011. All specifications include firm-pair and calendar year fixed effects. The standard errors used to compute the t-statistics (in squared
brackets) are adjusted for heteroskedasticity and within-firm-pair clustering. Symbols "™ and " indicate statistical significance at the 1%, 5% and 10% levels, respectively.

Dep. Variable: Product Differentiation
Measure: Ret. Co-mov. CF Co-mov markups ClQ similarity
(1) (2) (3) (4) (5) (6)
T -0.002*** -0.002*** -0.001*** 0.001 -0.001*** -0.000
[-5.81] [-5.20] [-2.92] [1.59] [-3.84] [-0.03]
T x Treated -0.001* -0.001** -0.001** 0.010%** -0.001* -0.001**
[-1.66] [2.08] [-2.67] [12.84] [-1.76] [-2.02]
Controls Yes Yes Yes Yes Yes Yes
Pair and Year Fixed Effects Yes Yes Yes Yes Yes Yes
Obs. 618,861 608,674 390,222 629,690 39,451 74,127

Adj. R® 0.261 0.263 0.457 0.574 0.775 0.721




Table B: SEOs, Debt Issues, and Placebo IPOs

This table presents estimates for various modifications of specification (17) in the paper. The dependent variable is the degree
of product differentiation between firm i and j (d;;). The unit of observation is a firm-pair-year. In column (1), the sample
includes pairs where one firm (firm i) is an SEO firm (if the proceed of the SEO is larger than 5% of its assets) and the other firm
(firm j) is an established peer, and pairs where one firm (firm i) is a peer of an SEO firm and the other firm (firm j) is a peer of
firm i than is not a peer of the SEO firm. We select peers of peers using a matching procedure as defined in Section 4.2 in the
paper. Pairs that include an SEO firm are treated pairs (Treated=1) and pairs without an SEO firm are control pairs (Treated=0).
We track pairs over five years following each SEO, so that the event time variable t=0, 1, 2, 3, 4, or 5. In column (2), we follow
a similar procedure but replace SEO firms with firms issuing private debt (if the issue is larger than 5% of assets). In column (3)
we replace SEO firms by a set of randomly selected firms, and report average estimates performed across 1,000 distinct
placebo tests. We identify peers using the TNIC network developed by Hoberg and Phillips (2016) and define established peers
as public firms that have been listed for more than 5 years. The control variables include the difference in size and market-to-
book ratio between firms in each pair. The sample period is from 1996 to 2011. All specifications include firm-pair and calendar
year fixed effects. The standard errors used to compute the t-statistics (in squared brackets) are adjusted for heteroskedasticity
and within-firm-pair clustering. Symbols ™" and " indicate statistical significance at the 1%, 5% and 10% levels, respectively.

Dep. Variable: Product Differentiation (d;;)
Event: SEO Debt Issue 1,000 placebo
(1) (2) (3)

T 0.152%** 0.192%** 0.251***
[39.84] [52.35] [87.98]

T x Treated 0.004 0.034 0.009
[0.52] [1.35] [1.36]

Controls Yes Yes Yes

Pair Fixed Effects Yes Yes Yes

Year Fixed Effects Yes Yes Yes

Obs. 339,762 382,269 1,000

Adj. R? 0.766 0.753 N/A




Table C: Alternative Specification: Difference-in-Differences

This table presents estimates for various modifications of specification (XX) in the paper. The dependent variable is the degree
of product differentiation between firm i and j (d;;). The unit of observation is a firm-pair-year. The sample includes pairs where
one firm (firm i) is an IPO firm and the other firm (firm j) is an established peer, and pairs where one firm (firm i) is a peer of an
IPO firm and the other firm (firm j) is a peer of firm i than is not a peer of the IPO firm. We identify peers using the TNIC
network developed by Hoberg and Phillips (2016) and define established peers as public firms that have been listed for more
than 5 years. We select peers of peers using a matching procedure as defined in Section 4.2 in the paper. Pairs that include an
IPO firm are treated pairs (Treated=1) and pairs without an IPO firm are control pairs (Treated=0). We track pairs over five years
following each IPO, so that the event time variable t=0, 1, 2, 3, 4, or 5. The binary variable Post equals one if T>0, t©>1, ©>2, or
>3. The control variables include the differences in size and market-to-book ratio between firms in each pair. The sample
period is from 1996 to 2011. All specifications include firm-pair, calendar and event year fixed effects. The standard errors used
to compute the t-statistics (in squared brackets) are adjusted for heteroskedasticity and within-firm-pair clustering. Symbols o
™ and " indicate statistical significance at the 1%, 5% and 10% levels, respectively.

Dep. Variable: Product Differentiation (d})
Post defined as: >0 t™>1 >2 >3
(1) (2) (3) (4)
Post x Treated 0.062*** 0.051%** 0.052%** 0.049***
[4.28] [3.42] [3.30] [2.95]
Controls Yes Yes Yes Yes
Pair Fixed Effects Yes Yes Yes Yes
Calendar Year Fixed Effects Yes Yes Yes Yes
Event Year Fixed Effects Yes Yes Yes Yes
Obs. 633,805 633,805 633,805 633,805

Adj. R? 0.729 0.729 0.729 0.729




Table D: Differentiation post-IPO: The Role of Information - Robustness

This table presents estimates of equation (19) with various proxies for managerial information and stock price informativeness
(). The dependent variable is the degree of product differentiation between firm i and j (d;;). The unit of observation is a firm-
pair-year. The sample includes pairs where one firm (firm j) is an IPO firm and the other firm (firm j) is an established peer, and
pairs where one firm (firm i) is a peer of an IPO firm and the other firm (firm j) is a peer of firm i than is not a peer of the IPO
firm. We identify peers using the TNIC network developed by Hoberg and Phillips (2016) and define established peers as public
firms that have been listed for more than 5 years. We select peers of peers using a matching procedure defined in Section 4.2.
Pairs that include an IPO firm are treated pairs (Treated=1) and pairs without an IPO firm are control pairs (Treated=0). We
track pairs over five years following each IPO, so that the event time variable t=0, 1, 2, 3, 4, or 5. The variables ¢ represent
proxies peers’ stock prices informativeness (1/ERC and Coverage). The proxies ¢ are divided by their sample standard deviation
to facilitate economic interpretation. The variable Y,,,, is a binary variable that is equal to one if the level of differentiation for
the IPO firm i in its IPO year (1 = 0) averaged over all its initial peers is below the median value (across all IPO firms), and zero
otherwise. The control variables (unreported) include the difference in size and market-to-book ratio between firms in each
pair. The sample period is from 1996 to 2011. The standard errors used to compute the t-statistics (in squared brackets) are
adjusted for heteroskedasticity and within-firm-pair clustering. Symbols """ and " indicate statistical significance at the 1%, 5%
and 10% levels, respectively.

Dep. Variable: Produt Differentation (d;;)
ob: 1/ERC; Coverage,
(3) (4)
T 0.135*** 0.137***
[50.63] [55.38]
Tx Treated -0.156*** -0.160%**
[-28.30] [-30.97]
Tx Treated X Yoy 0.768*** 0.588***
[19.99] [15.50]
Tx Treated X Yio,, X ® -0.143%** -0.109***
[-10.20] [-5.39]
Control Variables Yes Yes
Pair Fixed Effects Yes Yes
Year Fixed Effects Yes Yes
Obs. 569,251 633,805

Adj. R? 0.736 0.731




Table E: Product Differentiation and Stock Price Informativeness

This table displays the association between overall firm-level differentiation and stock price informativeness. We measure the
overall differentiation of a given firm i in a given year t (present in the TNIC network) as the sum of d;;; across all peers j. In
Panel A, we regress three firm-level proxies for stock price informativness on this measure of overall differentiation. We
consider PIN, 1/ERC, and Coverage as defined in the text. In Panel B, we follow Bai, Philippon, and Savov (2016) and regress
future earnings, on current prices (MB), and interact prices with current differentiation. The sample period is from 1996 to
2011. All explanatory variables are divided by their sample standard deviation to facilitate economic interpretation. The
standard errors used to compute the t-statistics (in squared brackets) are adjusted for heteroskedasticity and within-firm-pair
clustering. Symbols "™ and " indicate statistical significance at the 1%, 5% and 10% levels, respectively.

Panel A: Firm-year measure of price informativeness

Dep. Variable: PIN 1/ERC Coverage
d -0.001* -0.001%** -0.136**
[-1.90] [-7.27] [2.43]
log(A) -0.068*** 0.007*** 4.189***
[-78.39] [35.23] [42.70]
MB -0.034*** -0.001%** 1.534***
[-56.13] [-3.40] [24.19]
Age 0.008*** 0.003*** -1.121*
[8.80] [19.13] [1.64]
Year Fixed Effects Yes Yes Yes
Obs. 46,234 44,997 50,116
R’ 0.43 0.18 0.42
Panel B: Bai, Philipon, and Savov Measure
Dep. Variable: [ Eisn Eiis
MB 0.051%** 0.121%** 0.233%**
[3.09] [3.67] [4.24]
MB x d -0.035** -0.099%** -0.204***
[-2.13] [-2.99] [-3.68]
E/A 0.114%** 0.102%** 0.100%**
[129.70] [65.53] [44.14]
Year Fixed Effects Yes Yes Yes
Obs. 45,400 40,563 35,138
R® 0.58 0.35 0.26




